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Corporate venture capital (CVC) has experienced momentous growth in recent years attributing to the 
digital era. Organizations are unlocking the benefits of pursuing corporate venture capital to complement 
their innovation strategies. Previous literature has shown that corporate venture capital leads to innovation 
for incumbent companies. However, the factors that affect the relationship between CVC and innovation is 
understudied. This research in progress attempts to understand the impact of organizational capabilities 
and product market competition on the relationship between CVC investment and new product 
development.  
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Introduction 
In recent years, we have seen the emergence of innovative technologies that are reshaping industries at an 
accelerated pace. In the past, organizations would primarily rely on internal research and development to 
create new products. To keep up with technologies and customer requirements, organizations are 
increasingly exploring external venues to complement internal innovation. One approach that has gained 
significant interest in the last few years is Corporate Venture Capital (CVC). In 2018 alone, the CVC 
ecosystem saw a 32% increase in the number of CVC deals from the previous year1.  
CVC refers to the minority equity investment by incumbent firms into external startup companies using a 
venture arm2 (Gompers and Lerner 1998). Previous literature has established that CVC investment leads to 
increased firm innovation and investor firm performance (Dushnitsky and Lenox 2005a; Dushnitsky and 
Lenox 2005b; Wadhwa and Kotha 2016; Dushnitsky and Lenox 2006). It has also been established that 
companies with strong absorptive capacity will derive more innovation-related benefits from CVC 
investments (Dushnitsky and Lenox 2005b). However, the CVC – innovation link is still understudied 
related to the factors that strengthens this relationship. The purpose of this study is to further understand 
the factors that enable firms to convert the external knowledge gained via CVC into new products. Using 
the resource-based view, this research seeks to identify the impact of organizational capabilities on the 
relationship between CVC investment and new product development. In addition, Kim et al. (2016) has 
shown that high product market competition leads to increase in CVC investment. We theorize that high 
product market competition drives companies to pursue CVC and develop new product development. Thus, 
our second research objective is to examine how product market competition affects the relationship 
between CVC investment and new product development. 
 
1 https://www.cbinsights.com/research/report/corporate-venture-capital-trends-2018/ 
2 Venture arm refers to distinct entity to invest in new startups 
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Background 
Previously CVC was used as a tool to gain financial returns but increasingly companies are considering 
strategic objectives while investing into startups (Dushnitsky and Lenox 2006). A strategically driven CVC 
aims to leverage investments to gain access to new technologies, enter new markets, access resources, and 
identify targets of future acquisitions (Benson and Ziedonis 2016; Chesbrough 2002; Winters and Murfin 
1988). CVC is useful in providing access to explorative knowledge to do experimentation and harness novel 
technology (Dushnitsky and Lenox 2006; Keil 2004). Moreover, even if the venture fails, the incumbent 
firm may still be able to benefit if the technologies are feasible and can be incorporated in the company’s 
product portfolio (Hoetker and Agarwal 2007). Further, companies tend to invest more in CVC when 
market uncertainty is high rather than opting for acquisitions (Tong and Li 2011). Dushnitsky and Lenox 
(2005a) find that technological opportunities, patenting activity, and resources stimulate the CVC activity 
in an industry. Additionally, Basu et al. (2011) show availability of technological and marketing resources 
will give more incentives to investors to pursue CVC.  
Prior literature suggests that CVC investments contribute to firm innovation (Dushnitsky and Lenox 2005b; 
Wadhwa and Kotha 2006; Zahra and Hayton 2008). Additionally, a few studies explore factors such as 
geographical diversity, portfolio diversity, venture autonomy and venture relatedness on firm performance 
(Duijsters et al. 2019; Belderbos et al. 2018). However, how firms’ capabilities impact the relationship 
between CVC and innovation has been under-investigated. Cohen and Levinthal (1990) suggest that firms’ 
internal ability is important to recognize the value of external knowledge, assimilate it and apply it to create 
new products. Investigating how a firm’s capabilities impact its innovation performance will help fill this 
gap. We propose that the firm with stronger internal capabilities is better able to incorporate the knowledge 
gained from CVC to commercialize into new products successfully. The ability of the investing firm to create 
new products through CVC investments depends on its internal resources to learn, assimilate and capitalize 
on the knowledge gained (Dushnitsky and Lenox 2005b). We add to this stream of research by theorizing 
that organizational capabilities moderate the relationship between CVC investment and new product 
development. Consistent with prior literature we focus on research and development (RD), marketing (MK) 
and operational capabilities (OP) (Dutta et al. 1999; Li et al. 2010). 
Research Model and Hypotheses 
Figure 1 depicts the research model for the study. To understand how capabilities affects CVC outcome, we 
use the resource-based view (RBV). RBV refers to firm resources as assets and capabilities that enable the 
firm to conceive and implement strategies to gain competitive advantage (Barney 1991). 
 
Figure 1. Research model 
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In the context of CVC, firms’ capabilities can enable smooth and efficient absorption of external knowledge, 
facilitating their new product developments. Therefore, their successful venture capital program would rely 
on strong internal capabilities. When firms have superior capabilities, they have the ability to utilize and 
benefit from externally acquired knowledge (Cohen and Levinthal 1990). Different level of capabilities gives 
them a varying level of abilities to develop, understand and use external knowledge.  
RD capabilities refer to the ability to perform any relevant technical function or volume activity within the 
organization including development of new products and processes (Teece et al. 1997). RD capability 
superiority enables firms to explore and engage in new technologies and create new products (Teece and 
Pisano 1994; Verona 1999). Additionally, superior RD capability gives firms the tools and the ability to 
evaluate and utilize outside knowledge (Cohen and Levinthal 1990). This capability facilitates monitoring 
technological advances, assimilating new technologies and formalization of the development process. Firms 
with greater RD capability tend to be more innovative (McEvily et al. 2004). We propose that firms with 
strong RD capability have the transformative ability to choose the right technologies and synthesize them 
with ongoing development efforts using CVC investment. They can absorb and transform new knowledge 
gained through partnering with external venture and apply it to new product development while reducing 
speed to market.  
Operations capability refer to the ability of an organization to produce a higher quality product with lowest 
possible cost (Hayes 1988). It allows the firm to carry out ongoing activities efficiently (Helfat and Winter 
2011). Superior OP allows for the development and production of technology, enabling response to the 
rapidly changing technological environment. A superior OP capability allows the firm to build the capability 
for new product development. Firms with stronger OP capability and higher CVC investment will have 
successful product development leading to higher firm performance. Companies can enhance the 
development of new products with the knowledge acquisition from the CVC investment and greater OP 
capability. Thus, technological skills as reflected in OP allow the firm to achieve efficiency in its operations 
for new product development.  
Marketing capability refers to the ability of an organization to identify present and future needs of 
customers and the organization’s responsiveness/reaction to the market (Jaworski and Kohli 1993; Day 
1994). Customer knowledge, access and competitor knowledge are central to MK capability that must be 
drawn upon in the new product development process (Fowler et al. 2000). Superior MK capability allows 
the firm to monitor customer feedback and identify underserved segments where its rivals' offerings may 
not be fulfilling customer and channel requirements (Slater and Narver 2000). The firm with superior MK 
capability can better screen, use and disseminate market information. This renders competitive advantage 
to firms in the identification of right partner for corporate venturing. However, MK capability is relatively 
less important once the firm decides on the CVC investment partner. The absorption of external knowledge 
from a startup venture to develop new product will directly depend on RD and OP capabilities. This is not 
because MK capability is not important. Rather, it is because RD and OP capabilities would help a firm use 
the external knowledge, increasing its chances of creating a successful new product. Thus, higher OP 
capabilities will be able to create the production capability and help a firm execute its operations more 
efficiently. Higher RD capabilities will be able to absorb and convert the external knowledge gained through 
CVC investment. Thus, our primary contention is that given the nature of the knowledge, which is externally 
acquired, RD and OP capabilities leads to a stronger performance for new product development than MK 
capability. Therefore, we posit the following hypothesis: 
Hypothesis 1 (H1): Higher levels of RD and OP capabilities will positively moderate the relationship 
between CVC investment and new product development than higher levels of MK capability. 
In competitive industries, it is more important to develop new innovative products to survive and achieve 
the competitive advantage (Hamel 1991). Previous literature shows that strong market competition leads 
companies to invest in CVC (Kim et al. 2016; Basu et al. 2011). Due to unpredictable changes in these 
industries, companies have strong incentives to pursue external knowledge through investment in CVC and 
achieve competitive advantage. We posit that in industry environments where market competition is 
higher, firms are not only motivated to invest in CVC but also motivated to explore the knowledge from CVC 
while developing new products. Therefore, firms facing high competition have incentives to use the CVC 
investment in the development of new product.  
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Hypothesis 2 (H2): The impact of CVC investment on new product development will be stronger for firms 
facing higher market competition.  
Methodology   
The study aims at investigating how organizational capabilities impact the relationship between CVC and 
product development. We will conduct our empirical analysis using firm data from Eikon Private Equity on 
public companies in U.S. Eikon Private Equity provides detailed information on investments, funding 
information and start-up activity. We will augment this data from Compustat and USPTO. To get the data 
on new product development for firms, we use text analysis on data collected from Lexis Nexis. Following 
Kim et al. (2016) we would be using textual network industry classification (TNIC) data developed by 
Holberg and Philips (2016) to measure market competition. We use a novel approach to understand the 
impact of CVC activity by measuring new product development based on text analysis of new product 
releases of the sample firms. 
Conclusion 
This study makes several contributions to research and managerial practice. First, we contribute to the 
literature on CVC and innovation by examining how factors such as organizational capabilities and product 
market competition moderates the relationship between CVC investment and new product development. 
Second, to understand the true impact of CVC investment we use number of new products developed as the 
output of CVC investment. Third, this study highlights the importance to managers about the internal 
resources that play a part in successful venturing. Overall, this study explores the environmental factors 
that strengthen the relationship between CVC and new product development.   
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